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L.dttortal Comment 


The Spring Conference conducted by The Con- 
trollers Institute of America in New York City on 
April 20 made history for controllers, and served to 
crystallize thought with respect to a number of sub- 
jects close to the hearts of controllers. This issue of 
THE CONTROLLER does not contain any of the papers 
or discussions which featured the program, but at 
this late moment of closing the columns for this 
number it is possible to report that the conference 
was more largely attended than was expected; that 
the discussions of the subjects posed brought out 
many interesting and valuable points; that the ad- 
dresses were pithy and thought provoking; and that 
the dinner which brought the conference to a close 
was the most largely attended and most brilliant af- 
fair that controllers ever have conducted. Nearly 
three hundred persons sat down to dinner. 

The conference, then, marks a new high mark in 
the development of controllership, and in the evalu- 
ation of the work of controllers. 

Serious observations were made as to what recent 
legislation, and measures pending before Congress, 
will mean to controllers. Officials of corporations, 
it was pointed out, on whom will fall both civil and 
criminal liability for failure to report all the financial 


facts concerning their companies which complicated 
laws and regulations will call for if the proposed 
measures are enacted into law, will have to place 


“greater reliance than ever on their controllers, for 


the completeness and correctness of the reports de- 
manded. The controller must be prepared to meet 
these added responsibilities. 

Much attention was paid to the matter of govern- 
ment-required reports—statistical, financial, and 
others. Instances were reported of government 
agents asking blithely for reports which would cost 
thousands of dollars to compile—in one case forty 
thousand dollars. The reason for requiring one re- 
port in particular, according to the controller’s de- 
scription of the incident, was to give work to white 
collar men who were on the government P. W. A. 
and other pay rolls. 

The picture that was presented of this duplica- 
tion of effort, of waste, and of an unnecessary bur- 
den, was such as to concentrate attention on the 
problem. 

Congratulations are extended to those whose ef- 
forts made the conference a success. Undoubtedly 
such conferences will become semiannual fixtures. 
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Analysis of Statements of Commercial 
Banks, from Depositor’s Viewpoint 


Method Described in Detail Whereby Banks May Be Rated as to Liquidity 
and Current Position—Information Drawn Principally from Published 
Statements—Real Estate Holdings Deducted, also Pledged Government Bonds. 


HIS article is a summary of a pa- 

per presented before the New 
York Control, of the Controllers In- 
stitute of America, on October 19, 
1933, by Mr. FRANcIS B. FLAHIVE, 
treasurer of the Columbia Gas & Elec- 
tric Corporation. 

MR. FLAHIVE’S writings on this sub- 
ject have been widely commented on 
and have been characterized as con- 
structive and helpful. 

—THE EpITor. 


The first concern of a treasury off- 
cial should be the safety of the cor- 
porate funds under his control. Gen- 
erally this obligation of the treasurer is 
scrupulously observed, so long as the 
funds remain in his direct custody, but 
too frequently these same officials have 
entrusted corporate funds to banks 
without due regard to the condition of 
the bank, and with unfortunate results. 

In recent years, losses through bank 
failures have been so extensive as to 
become an operating problem over- 
shadowing in importance losses due to 
irregularities within the business or- 
ganization and in certain cases, even to 
losses due to uncollectible accounts. 
This condition has forced attention 
upon the necessity of determining the 
financial condition of depositories. 

Further indication of the importance 
of determining the condition of banks 
is afforded by consideration of our 
record of bank failures. During the 
period from 1922 to 1928, one of un- 
precedented prosperity in this country, 
some 4,000 banks failed. There is no 
need to comment on bank failures dur- 
ing the depression period; most of us 
are too well aware of that story. Com- 
pared with 30,000 banks in 1922, 


there are now but 16,000 open on an 
unrestricted basis; the decrease in the 
number of banks being due to some 
extent to mergers, but principally to 
failures. 


May Take Protective Steps 

There is not a great deal that a 
treasury official can do to reduce the 
number of bank failures but he can, by 
determining the condition of his de- 
pository in a general or statistical way 
from such sources of information as 
are available, take steps to reduce the 
possibility of losses due to bank 

failure. 
Exhibit C 


STATEMENT SHOWING BASIS 
OF RATING BANKS 











Liquid Current 
Rating Position Position 
ce trae 30% or over; 130% or over; 


Bos ets 20% to 30%; 120% to 130%; 
Ia ie 15% to 20%; 110% to 120%; 
| Cane 10% to 15%; 105% to 110%; 
| rae 10% or less. 105% or less. 








It is my purpose to point out a 
method whereby such a general analy- 
sis might be made. This method takes 
the published financial statements of 
the various banks of a community, or 
larger area if necessary and, after mak- 
ing some adjustments, certain ratios 
are calculated which, when seasoned 
with such non-statistical information 
as might have a bearing on the subject, 
enables us to rate the various banks 
with respect to each other. The ob- 
ject of such a rating would be the de- 
termination only of the relative safety 
of depositors’ funds in the respective 
institutions and in no way attempts to 
rate banks as to their stability, earning 
power, or management. 


The principal source of information 
about our banks, in fact, almost the 
only source of information about most 
of them, is the financial statements 
they publish periodically. ‘These finart- 
cial statements may not always be ad- 
justed to current conditions or be truly 
representative of the bank’s condition, 
but they remain, nevertheless, sources 
of information available to the deposi- 
tor. 

The published statement, despite its 
limitations, affords possibly the best in- 
dication we have of the bank’s financial 
position. There are only two factors 
in the bank’s financial position which 
we are primarily interested in as de- 
positors and these are, first, liquidity ; 
and, far more important, solvency. 


Liquidity and Solvency 

Liquidity is the ability of a bank to 
meet immediately the demands for 
cash (withdrawal of deposits) and is 
somewhat comparable to ‘“‘cash posi- 
tion” of manufacturing companies. 

Solvency is the ability of a bank to 
absorb losses from loans and invest- 
ments, high operating costs, etc., and 
is comparable to the ‘‘net worth” posi- 
tion of our utilities. 

When we have determined a bank’s 
liquidity and its solvency, we can fairly 
judge in a general way (in normal 
times) the security of our funds on 
deposit. 

Before we analyze the financial po- 
sition of a bank with a view to deter- 
mining its liquidity and its solvency, 
it is necessary that we have a fair un- 
derstanding of the items listed on the 
statement. In fact, the crux of the 
matter is an understanding of the 
bank’s published statement. When we 
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are agreed as to what the statement 
really means, there is not much room 
for argument as to the method of 
working the significant ratios to dis- 
tinguish between a sound bank and a 
weak institution. 


When Is a Bank Sound? 


Now, what is a sound bank? A 
sound bank must be well prepared to 
meet the two kinds of stresses that ex- 
plain most all bank failures; heavy 
withdrawals of deposits, runs if you 
please, and second, losses which may 
be due to poor loans, poor investments, 
unprofitable real estate holdings and 
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burdensome operating costs or any 
other result of poor management or 
unforeseen events. 

The ability of the bank to meet these 
two kinds of stresses is dependent 
upon its liquidity and its solvency. 

It must be emphasized that liquid- 
ity and solvency do not necessarily go 
together and therefore both factors 
must be considered. 

Consideration of the analysis of the 
statement involves three steps; first, 
the nature of the items on the bank 
statement; second, development of ra- 
tions—liquidity and solvency—by re- 
arrangement of the items on the analy- 
sis form; and third, rating the bank 
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on a relative basis, that is, comparison 
of its apparent condition with the ap- 
parent condition of other banks in 
which we are interested. 

Now let us look at the items that 
appear on the bank statement. Exhibit 
B shows us the general set-up of the 
usual commercial bank statement and 
also gives the figures as drawn from 
the statement of five different banks. 

For the purpose of this analysis, we 
will refer to certain items of the bank 
statements as feature items and to the 
others as non-feature items. The non- 
feature items are those indicated by 
(X) on the exhibit, and are relatively 
unimportant to this procedure. 























COMMERCIAL BANK STATEMENTS (Recent Dates) Exhibit B 
Feature (1) (1) (2) (3) (4) (5) 
Captions on the Bank Statements Item No. Nat'l Bank (Adjusted) State Bank State Bank Nat'l Bank State Bank 
Assets (000 Omitted) 
U. S. Government Securities.......... (1) 71 8,117 108,295 
Cash on Hand, and Due from Federal 
Reserve Bank and Other Banks...... (4) 8,820 8,820 66 68 5,042 22,628 
Exchanges for Clearing House........ (4) 15 19 
tees sii) PASI sony hse aici cus ce-oie (4) 2 
Lawful Money Reserve in Bank....... (4) 29 26 
U. S. Securities and Other Bonds and 
Secession ata te oe g Helse eleva (6) 13,667 11,667 3,743 
Putte: Sechtities: <..in0sc= comewnceas (6) 
Stock in Federal Reserve Bank........ (6) 
Real Estate Bonds and Mortgages...... (6) 
Other Bonds and Stocks.............. (6) 119 526 
Loans and Investments............... (7) 100,684 
Loans ate: PscOUMES . © o.6.6.5305.5 oo 53 (7) 18,934 18,934 1,186 1,982 14,034 
Barley Bet dite ne asic onc-sie asic as'sraie (15) 2,000 92 2,300 5,320 
Furniture and Fixtures............... (15) 169 169 25 94 
Other Real Hstates «occ cisiaieiscecicre cess (15) 172 74 250 
Accrued Interest and Accts. Receivable. . (X) 139 139 
Acceptances (Customers’ Liability).... (X) 34 34 50 67 
Other ResOurces.< 6... eoseiahe esses (X) 173 173 7 
Miscellaneous: -ASSetS...... 006066 (X) 1,933 
RE ae eT Seen 41,936 41,936 1,704 2,869 33,536 238,927 
Liabilities 
Circulating NOES. ..6it eck ciee veces (2) 300 
AeA ES eis cies, cree sie eave iee ee vie (9) 16 
SR io Sc scnvweahntenennsanws (9) 36,624 36,624 1,162 1,582 30,168 163,978 
Outstanding GHEGKS....05.45:.. 2 520 conc (9) 
Dividends Payable... ......6<.000scee- (10) 
Borrowings and Rediscounts.......... (10) 260 
Bille payawlec cic eciclemercseta cies .cisies- (10) 620 
Capital Pye OO Cr er errr re (12) 4,000 4,000 200 350 2,000 1,500 
SUEMIUS: 4. ocicecsceesacdvccccesene (13) 1,000 1,000 82 250 500 65,500 
Winctigicied) MiOUts. 3.0 5.cs ae ce oe sicces (13) 102 102 28 441 1,151 
Reserve for Contingencies............ (13) 
Reserve fot Faxes, €tGs.o.i.20:0:0:0 208.09 <s (X) 23 
Dineatned Intetest..< ..c..5< .cewseseenc (X) 155 155 40 
Other Accrued Liabilities............. (X) 29 6,731 
Other Etaniiess «5 s-6cces is tele tense ce (X) 18 18 
Acceptances (Bank’s Liability)........ (X) 37 37 58 67 
RORAE ise. ersiarockermwe crenerels oe eaiens 41,936 41,936 1,704 2,869 33,536 238,927 


Note: (X) Indicates a Non-Feature Item, which should be ignored on the Analysis Sheet. 








Exhibit B—General Set-Up of Usual Commercial Bank Statement 
Basis on Which Banks are Rated 
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Real Estate Appears in Two Forms 


Real estate appears on the bank’s 
balance sheet in two general ways. 
First, in the form of direct real estate 
investments, as indicated by the items 
“Bank Buildings,” “Furniture and Fix- 
tures” and ‘Miscellaneous Real Es- 
tate”; and second, as an indirect real 
estate investment in the form of “Real 
Estate Bonds and Mortgages’ and 
‘Real Estate Loans.” I point out this 
distinction to avoid confusion to the 
rather frequent reference to real estate 
in my paper. 

Of the feature items, consider first 
the bank’s investment in its own build- 
ing and equipment, together with 
other real estate (Item No. 15). The 
quarters which the bank occupies are 
usually a highly specialized form of 
real estate that is not convertible to 
other uses except at prohibitive cost. 
The bank may also hold parcels of 
land which it has taken over on real 
estate loans, but such land is apt to 
have a very limited market. 

It is recognized that a bank will re- 
quire some real estate for the conduct 
of its business, so that this item on the 
statement, if moderate in amount, 
should be accepted as a normal condi- 
tion. However, the real estate invest- 
ment should never tie up a large pro- 
portion of the capital funds of the 
bank and there should remain, over 
and above the real estate investment, 
sufficient capital to bear a satisfactory 
ratio to the bank’s liability to deposi- 
tors and other creditors, so as to 
absorb possible losses which would 
otherwise impair the deposits. 


Eliminate All Real Estate 


In the analysis of the bank’s state- 
ment, we simply deduct real estate 
from the capital funds and then see 
what the bank looks like. While we 
assign no realizable value to the real 
estate of a commercial bank, we do 
not penalize the bank for real estate 
investments provided it can afford such 
investments. Bear in mind, however, 
that we are interested in these insti- 
tutions only as commercial banks and 
not as real estate companies. 
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Since we assign no realizable value 
to the real estate of the bank for the 
purpose of analysis, the only thing we 
have to look out for is to see that we 
eliminate all of the real estate. If the 
bank occupies a building that was fi- 
nanced by a real estate subsidiary, the 
bank will probably be carrying, among 
its miscellaneous securities, the com- 
mon stock of the real estate subsidiary 
and perhaps some of the bonds that 
could not be placed with the public. 
Obviously, the common stock of the 
real estate subsidiary, ordinarily, is no 
more liquid than the building would 
be if owned in fee. If investments in 
bonds and stocks (Item No. 6) includes 
stocks of a real estate subsidiary, and 
every effort should be made to deter- 
mine if this is the case, then the invest- 
ment in the real estate subsidiary 
should be transferred from miscellane- 
ous securities to real estate for the pur- 
pose of statement analysis. 

Next to cash, the feature item, U. S. 
Government securities (Item No. 1) 
if unpledged, are the most liquid item 
on the bank statement. Generally 
they fluctuate but little in value and 
are readily marketable. They may be 
sold or used as the basis of a loan 
from a Federal Reserve bank. Such 
securities are, therefore, almost as good 
as cash, being convertible into cash in 
twenty-four hours or less. 


Have Government Securities Been 
Pledged? 


However, the question is: Are they 
free and unpledged? If we are con- 
sidering a National bank with circulat- 
ing notes outstanding, we know that an 
amount of Federal bonds equal to the 
face value of such notes has been 
pledged with the Comptroller of the 
Currency. There is no way of telling 
from the published statement whether 
the balance, if any, has been set aside 
as security for a loan from the Federal 
Reserve, for postal savings or deposits 
of the Federal Government, or whether 
they are free and unpledged and, 
therefore, a real secondary reserve, so 
far as the bank’s liquidity is concerned, 
and available for the protection of the 
unsecured depositors. 


I, personally, regard this lack of in- 
formation as to the disposition of 
Federal and other securities as a major 
defect in the statements that commer- 
cial banks publish. 

In analyzing the statement (if we 
are considering a National bank), we 
eliminate the Federal securities which 
we know for a certainty have been 
pledged with the Comptroller of the 
Currency, against the circulating bank 
notes. For want of more specific in- 
formation, we assume that the balance 
is free and unpledged. This balance 
we accept at face value for both liquid- 
ity and solvency. 

Miscellaneous securities (Item No. 
6), including bonds, stocks, real estate 
mortgages and other securities, present 
a question because of the uncertainty 
as to the method followed in deter- 
mining the book value of miscellane- 
ous securities. It is common knowIl- 
edge that, since December, 1931, the 
Comptroller of the Currency has not 
required National banks to write down 
miscellaneous securities to market 
prices, and the superintendents of 
banking in a great many states have 
followed this lead. 

I am not questioning the wisdom of 
that policy. I am simply pointing to 
the fact so that in analyzing the bank 
statement we may get at the. realities 
as nearly as we can. The fact is, that 
while strong city banks, in reporting 
miscellaneous securities, have adhered 
to the conservative rule of ‘“‘cost or 
market, whichever is lower,” or have 
set up reserves, the vast majority of 
our banks have under present market 
conditions taken full advantage of the 
relaxation of the rule. 


Write-Off Would Impair Capital 

This situation has a direct bearing 
on both the liquidity and solvency of 
the bank. The reason the banks were 
not required to write off the deprecia- 
tion in the miscellaneous securities ac- 
count and why most of them did not 
do so voluntarily, is that the write-off 
would undoubtedly have impaired 
their capital. Since the banks cannot 
sell these securities without realizing 
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BANK ANALYSIS SHEET Exhibit A 
(000 Omitted ) 
(i) (1) (2) (3) (4) (5) 
Nat’] Bank (Adjusted) State Bank State Bank Nat'l Bank State Bank 
No. Feature Items $ $ $ $ $ $ 
1. Federal Securities cn. ooo csccccsice 71 8,117 108,295 
2. Less: Circulating Bank Notes.... 300 
3. Net Federal Securities............ 71 7,817 108,295 
4. Cash REGnrees. . = 6 cic s-s.s0 eo ake 8,820 8,820 110 115 5,042 22,628 
5. Votal. Liquid: Assees...5. cies kcseess 8,820 8,820 110 186 12,859 130,923 
6. Miscellaneous Securities.......... 13,667 11,667 119 526 3,743 
7. Loans and Discounts............. 18,934 18,934 1,186 1,982 14,034 100,684 
S: “Fotal ‘Gurrent: ASs€tss:s 6.0 sss. 41,421 39,421 1,415 2,694 30,636 231,607 
OER ote are ne Se a oi pevee nee 36,624 36,624 1,162 1,598 30,168 163,978 
10. Borrowings, Rediscounts, etc....... 260 620 
PE. Bota FE tabtties 3. vise sralc cc 0:0 0-0-0 36,624 36,624 1,422 2,218 30,168 163,978 
BB MEM oe he oh os rate ince cicero e 4,000 4,000 200 350 2,000 1,500 
13. Surplus and Undivided Profits... .. 1,102 1,102 82 278 941 66,651 
14; ‘Fotal ‘Capital ‘Wunds..)< 25.56... 5,102 5,102 282 628 2,941 68,151 
15. Less: Real Estate, Vaults, etc...... 169 2,169 289 168 2,550 5,320 
16: Net Capital Bund... 26 csccc veces 4,933 2,933 Def.7 460 391 62,831 
Ratios %o Rating % Rating Jo Rating Jo Rating Yo Rating Yo Rating 
Liquid Position: 
Liquid Assets to Total 
Liabilities: (5 11). 0... 66605 00 24 B 24 B 8 E 8 E 43 A 80 A 
Current Position: 
Current Assets to Total 
Liabilities (8--11)............ 113 ¢ 108 D 99.5 E 121 Cc 102 E 141 A 
Stockholders’ Position: 
Net Capital Funds to Total 
Liabilities (16~11)........... 14 G 8 D Def..5 E 21 © 1 E 38 A 
Financial Position of Bank: 
As Indicated by Above Ratios...... Cc D E E D A 
95% 
Restricted Restricted Closed Closed 








Exhibit A—Specimen of Analysis Sheet Reviewing Statements in Exhibit B 


the losses, the securities are not sal- 
able from the point of view of the 
bank, regardless of whether they have 
a market. 

Therefore, in analyzing the state- 
ment, we exclude miscellaneous securi- 
ties from the computation of the liquid 
ratio because these securities are proba- 
bly deficient in salability, if not also 
in marketability. We do count them 
in at their face value in determining 
the solvency of a bank. But in view of 
their probable depreciation, we would 
expect the ratio for solvency to be 
greater than 100 per cent if we are to 
have confidence in the bank. 

The quality of the loans and dis- 
counts (Item No. 7) is another un- 
certainty in connection with the bank 
statement. Some banks classify loans 
according to maturity but this is of 
little help to the analyst, since the ma- 
turity of the loan has relatively little 
to do with its collectibility. More im- 
portant is the nature of the loan. 


There are commercial, or short-term, 
bank loans which are made to finance 
the seasonal requirements of business 
and since they grow out of self-liqui- 


_ dating business transactions, they are 


generally liquid in fact as well as in 
form. 

There are collateral loans which may 
be renewed indefinitely as a matter of 
course; their liquidity and soundness 
depending upon the market for the 
collateral. Generally there is a market 
for the collateral but there have been 
times recently, as is well known, when 
the market has been too thin to absorb 
any large amount of this collateral, 
for which reason many of these loans 
have been deficient in liquidity and 
soundness. 

Then there are real estate loans (the 
second instance in which real estate ap- 
pears on the bank’s balance sheet) 
which are not at all liquid and which 
may not be at all sound. Such loans 
have been largely responsible for bank- 


ing crises in several of our mid-west- 
ern Cities. 

Again there are capital loans, pay- 
ment of which may depend upon per- 
manent financing, and with the markets 
for securities as they have been of late, 
together with the restrictions on new 
issues as imposed by National Securities 
Act of 1933, you well know how far 
from liquid many of these loans are. 
When market conditions make it im- 
possible to sell securities and the bor- 
rower is required to pay such loans out 
of earnings, they may remain frozen 
with the bank for a considerable time. 


Two Important Points 

The important thing for us to re- 
member is, that not all commercial 
bank loans are truly commercial loans 
and that maturity has relatively little 
to do with collectibility. 

The amount of money that the bank 
can raise immediately from loans and 
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discounts is determined by the amount 
of commercial loans that are eligible 
for rediscount with Federal Reserve 
Bank. 

The statement seldom discloses what 
this amount is. Therefore, in analyz- 
ing the statement, we do not treat any 
portion of the loans and discounts as 
liquid assets but do accept them at 
their face value in determining the 
solvency of the bank. 

But little need be said about the 
liability side of the statement, for the 
liabilities are not much of a problem 
to the analyst—although they may be 
to the bank—because they are not sub- 
ject to more or less automatic shrink- 
age as are the assets. But there seems 
to be a general misunderstanding re- 
garding one of the bank’s liabilities— 
that is, time deposits. Some bankers 
have assumed that because funds were 
deposited with them on a time basis, 
these funds were therefore available 
for investment in real estate loans and 
other relatively non-liquid forms of 
investment. This theory did not jibe 
with the fact. Until the Banking Act 
of 1933 prohibited the payment of 
time deposits in advance of maturity, 
it was customary for bankers to pay 
these deposits on demand, of course 
adjusting the interest back. This is no 
longer permissible, but even with the 
stipulated 30, 60 or 90 days notice of 
intended withdrawal, it is not always 
possible to liquidate slow investments 
in time to meet the withdrawal. 





No Distinction Between Time and 
Demand De posits 


In the analysis of the statement of a 
commercial bank, we make no distinc- 
tion between time and demand de- 
posits. 

Now to the analysis—the ratio and 
the ratings. Referring to Exhibit A 
we find a specimen of an analysis sheet 
which has been drawn up to review the 
five bank statements which we find in 
Exhibit B. 

In analyzing the statement, the fea- 
ture assets, that is, those items which 
have a real bearing on the finaricial 
condition of the bank, are transcribed 


The Controller, April, 1934 


from the published statement to the 
analysis sheet, which is arranged in a 
convenient way to enable us to develop 
the bank’s liquid position, and its cur- 
rent position. 

For determining the liquidity, we 
take the Federal securities (Item No. 
1), if any, deduct circulating bank 
notes (Item No. 2) —if we are analyz- 
ing a National bank—and assume, for 
lack of specific information, that the 
balance is free and unpledged. To 
this net amount of Federal securities, 
we add the total cash resources of the 
bank and call the sum total liquid as- 
sets (Item No. 5). 


Index of Liquidity 

The ratio of total liquid assets to 
total liabilities is the index of liquid- 
ity. 

Please do not understand me as say- 
ing that the sum of the unpledged 
Federal securities plus cash resources 
represents all of the liquid assets of 
the bank. Some of the miscellaneous 
securities are undoubtedly liquid, but 
we have no way of determining, from 
the majority of bank statements, what 
proportion. 

To determine the current position of 
the bank, we take the total of so-called 
liquid assets (Item No. 5), and add 
miscellaneous securities (Item No. 6) 
and loans and discounts (Item No. 7), 
without adjustment for depreciation in 
securities or for unrealizable loans and 
call this amount total liabilities. This 
accounts for all feature assets except 
real estate (Item No. 15), which is 
eliminated from further consideration 
by being cancelled against capital 
funds, for the reasons previously 
stated. 


Index of Solvency 

The ratio of total current assets to 
total liabilities gives us an index of 
solvency. 

The liabilities consisting of deposits 
and borrowings, rediscounts, and the 
like, need no explanation. Nor do the 
capital items of capital stock, surplus 
and undivided profits. 

That completes the method of cal- 
culating the liquid position and the 


current position. All of the work up 
to this point can be done by a junior 
member of the organization. The next 
step is the ratings. This is a little 
more difficult of equitable accomplish- 
ment as it requires some experience 
and judgment. 

Referring to Exhibit C, we see the 
percentages for the five different rat- 
ings we have determined upon for use 
of our organization, based on condi- 
tions prior to the banking holiday of 
March, 1933. From the ratios ob- 
tained by the analysis, we are now in 
a position to rate our depository banks 
on a relative basis both as to liquidity 
and as to solvency. These ratings need 
but little explanation other than the 
statement that they should not remain 
fixed, but should be revised from time 
to time to meet current conditions. 

For example, the day may come 
when the liquidity shall have but lit- 
tle importance, providing the bank’s 
legal cash reserves are covered by a 
reasonable margin. When this oc- 
curs, any bank located outside of a 
Federal Reserve city, with a liquid rat- 
ing of from 10 to 15 per cent, might 
be classed B, while anything over 15 
per cent would be classed A. Remem- 
ber that a bank too liquid in prosper- 
ous times would appear to be getting 
less than its full share of the commu- 
nity’s business. In other words, its 
funds would not be working, which is 
one of the purposes for which the bank 
was organized. 

In weighing the ratings of these two 
conditions, we may some day attach 
much more importance to the bank's 
solvency than to the combination of 
solvency and liquidity as at present. 


Scales Subject to Review 

We have purposely refrained from 
attaching any specific valuation to a 
bank’s condition, such as excellent, 
good, fair, or weak, having satisfied 
ourselves that such is not practical, and 
that these relative ratings are more 
susceptible to the shifting of weights 
and trends. The rating scales which 
are used here were determined some 
time ago, and are now subject to re- 
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view with the thought of revising 
them, and also revising the relative 
weight of the percentages in the two 
columns, as both business and banking 
conditions have undergone consider- 
able changes in the past few months. 


What Analysis Discloses 


indication of what this 
let us 


As an 
method of analysis discloses, 
turn again to the analysis sheet (Ex- 
hibit A). 

Column 1 is the analysis of a Na- 
tional bank. It is about 24 per cent 
liquid, and is rated B. Its current po- 
sition was 113 per cent, rating C; its 
combined financial position rated C. 
It owned, through a subsidiary, a very 
monumental office building, a monu- 
ment to those who sponsored it, but as 
developments revealed, a liability to 
the depositors. Townspeople talked 
of the large building owned by this 
medium-sized bank, and there eventu- 
ally developed a run, with the result 
that the bank was forced to go on a 
95 per cent restricted basis, and later 
closed. 

Had the stock of the real estate sub- 
sidiary been included under buildings 
and fixtures on the balance sheet, in- 
stead of as stocks in miscellaneous in- 
vestments, its capital funds would have 
dropped about 40 per cent (Column 1, 
adjusted), its current position reduced 
from 113 per cent to 108 per cent and 
the rating of the bank’s financial posi- 
tion reduced from an average bank, 
rated C, to one of lower position, 
rated D. 


In Real Estate Business 

Another example is this state bank 
(Column 2), a weak bank as to liquid- 
ity, with only 8 per cent, and with in- 
vestments in real estate in excess of its 
capital funds, so that its current posi- 
tion is less than zero. This institution 
might well be said to be, not in the 
banking business, but rather in the real 
estate business. Surely it has no capi- 
tal in the banking business if we are 
correct in assuming that the depositors’ 
money should not be used for erecting 


office buildings. 
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Again, here is a state bank (Column 
3) which rated C, 121 per cent in cur- 
rent position, and which rated E, 8 
per cent as to liquidity. This bank was 
working on too little cash, and appar- 
ently could not improve its liquidity, 
its assets being frozen. At any rate, 
the bank has closed. 

Another example is this National 
bank (Column 4) with liquid rating 
of A, 43 per cent but a current rating 
of E, 102 per cent or a margin of but 
two cents per dollar of book assets to 
absorb losses. Its principal difficulty, 
I should say, was excessive investment 
in real estate. I believe this bank also 
took substantial losses in the sale of 
securities while endeavoring to main- 
tain liquidity. The bank has closed. 

Finally we have a state bank (Col- 
umn 5), conservatively managed and 
respected both by depositors and bor- 
rowers. It is 80 per cent liquid, and 
its current position is 141 per cent, 
rating A throughout. The bank is not 
only open, but stood the stress of the 
depression and the period prior to the 
bank holiday admirably, although 
present liquidity is undoubtedly exces- 
sive for any prolonged period. 


Puts Banks on Common Basis 

The strength and principal merit of 
this system of statement analysis, as I 
see it, is that it reduces all banks to 
two common derominators; it puts 
them all on the same basis, and en- 
ables us to draw direct comparisons be- 
tween them as to liquidity and sol- 
vency, so that we may gain some idea 
of their financial condition. Being 
purely relative, this method of analysis 
will not give the answer to the ques- 
tion as to what is a 100 per cent per- 
fect bank. I do not know the answer 
to that question myself, and, as a mat- 
ter of fact, I am not even concerned 
with it. But as a corporation treas- 
urer, I am concerned with the practi- 
cal problem of determining what are 
the safest depositories in the territory 
in which we operate and I have found 
the method of analysis I have out- 
lined to be quite helpful in this re- 
spect. 
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CONTROLLER'S DUTIES 
IN DETAIL 


The following statement of specific 
duties of the controller was given in 
a pamphlet issued by The Controllers 
Institute of America. It was sug- 
gested that any combination of these 


of a corporation. 
The controller is specifically charged 
with the following duties: 


. The installation and supervision of 
all accounting records of the corpo- 
ration. 


a" 


to 


. The preparation and interpretation 
of the financial statements and re- 
ports of the corporation. 


. The continuous audit of all accounts 
and records of the corporation wher- 
ever located. 

The compilation of production costs. 


5. The compilation of costs of distribu- 
tion. 


w 
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6. The taking and costing of all physi- 
cal inventories. 

7. The preparation and filing of tax re- 
turns and the supervision of all 
matters relating to taxes. 

8. The preparation and interpretation 
of all statistical records and reports 
of the corporation. 

9. The preparation, as budget director, 


in conjunction with other officers 
and department heads, of an_an- 
nual budget covering all activities 
of the corporation, for submission to 
the Board of Directors prior to the 
beginning of the fiscal year. The 
authority of the Controller, with re- 
spect to the veto of commitments or 
expenditures not authorized by the 
budget, shall, from time to time, be 
fixed by the Board of Directors, 


10. To ascertain currently that the 
properties of the corporation are 
properly and adequately insured. 


11. The initiation, preparation and is- 
suance of standard practices relat- 
ing to all accounting matters and 
procedures and the co-ordination of 
systems throughout the corporation, 
including clerical and office methods, 
records, reports and procedures. 


12. The maintenance of adequate rec- 
ords of authorized appropriations 
and the determination that all sums 
expended pursuant thereto are prop- 
erly accounted for. 

13. To ascertain currently that financial 
transactions covered by minutes of 
the Board of Directors and/or the 
Executive Committee are properly 
executed and recorded. 

14. To maintain adequate records of all 
contracts and leases. 

15. To approve for payment (and/or 
countersign) all checks, promissory 
notes and other negotiable instru- 
ments of the corporation which have 
been signed by the Treasurer or 
such other officers as shall have been 
authorized by the by-laws of the 
corporation or trom time to time 
designated by the Board of Direc- 
tors. 

16. The examination of all warrants for 
the withdrawal of securities from the 
vaults of the corporation and the de- 
termination that such withdrawals 
are made in conformity with the by- 
laws and/or regulations established 
from time to time by the Board of 
Directors. 











Each Nation Fixes Own Price 


Why Restoration of 1926 Price Level Is Objective Sought by Government—No 
World Price for Gold, But There Is World Value—Each Nation Fixes Own Price— 
Ours Unchanged for Nearly One Hundred Years.—Article by AMBROSE W. BENKERT. 


Sie most important fundamental 
influences affecting economic and 
security trends today are those arising 
from the monetary and other policies 
of the Federal Administration. With- 
out a clear understanding of the whole 
situation, one cannot hope to arrive at 
intelligent opinions of the eventual 
outcome. The mere reading of the 
sometimes hurried or politically influ- 
enced expressions of the press is not 
sufficient. One must have an open 
mind and a willingness to give tireless 
time and study if he really wishes to 
comprehend the import of it all. 

Mr. Benkert, who delivered the pa- 
per that follows at a meeting of the 
New York Control, of the Controllers 
Institute of America, February 15, 
qualifies under these provisions and 
has come to be known as an authority 
on such matters. That this is recog- 
nized nationally was made evident 
when he was recently called into con- 
sultation on the subject by the Com- 
mittee on Banking and Currency of the 
House of Representatives in W ashing- 
ton, D. C. 

Readers may or may not agree with 
the principles pursued by the adminis- 
tration. The fact is, we are faced with 
them and must adapt our business and 
personal economic problems to them. 


—THE Epiror. 


Late in the autumn of 1932, when 
the economic and financial structure of 
the country was facing imminent col- 
lapse, a small group of industrial and 
agricultural leaders assembled in Chi- 
cago to counsel with each other as to 
the fundamental causes of the crisis, 
and the steps to be taken to avert it. 

It was apparent to them that the 
measures adopted by the administra- 


tion then in power were merely pallia- 
tive, that conditions daily were grow- 


ing worse and that unless the basic . 


causes of the depression were promptly 
isolated and quickly removed, our po- 
litical institutions were threatened with 
disaster. They organized under the 
name “Committee for the Nation” to 
undertake an immediate study of the 
situation. Outstanding economists and 
financial experts were consulted and 
exhaustive investigations instituted 
which were supplemented by fifteen 
special surveys made for the commit- 
tee by the National Industrial Con- 
ference Board of New York. 

By the end of January, 1933, these 
studies had proceeded sufficiently to 
clarify the real reasons for the depres- 
sion and to indicate clearly the action 
necessary to effect its cure. The com- 
mittee ascribed the crisis to the dispar- 
ity in price levels between the fixed 
and variable elements of the economic 
equation occasioned by the world-wide 
increase in the purchasing power of 
gold and, ipso facto, the purchasing 
power of the dollar because of its fixed 
gold content. 


Committee Formulates Pro gram 


A program of action was quickly 
formulated. It recommended suspen- 
sion of specie payments, embargo on 
gold exports, the cancellation of the 
gold payment clauses in all existing 
contracts, the repricing of gold suffi- 
ciently to restore the 1926 price levels 
for basic commodities, and the creation 
by Congress of a monetary board with 
powers adequate to maintain this price 
level by means of a managed currency. 
All these suggestions but the last have 
already become the monetary policy of 
the administration. 


This program, together with the 
committee’s findings, were submitted 
to industrial, agricultural and financial 
leaders throughout the country, and 
several thousand endorsements were 
promptly received. A directing com- 
mittee of five was created to motivate 
the program and secure its adoption. 
The initial financial burdens were met 
primarily by this directing committee. 
Further financial support has been 
given subsequently by hundreds of en- 
dorsers of the program from all parts 
of the country. 

The committee’s recommendations 
and supporting data were submitted to 
both the outgoing and the incoming 
administrations, to members of the cab- 
inet, and to members of Congress, 
orally and in writing. The committee 
has been unceasingly engaged in edu- 
cating the public, the Congress and 
administration leaders to its viewpoint, 
and in opposing the fallacious argu- 
ments of orthodox thinkers who pro- 
ceeded to set up the bugaboos of 
uncontrolled inflation and ruined Gov- 
ernment credit. These reactionaries 
opposed every fundamental change as 
radical, but offered no solution except 
a return to the status quo ante March 
4, 1933, with its attendant ruin of 
millions of our citizens under the re- 
lentless march of deflation with its 
bankruptcies, its foreclosures, its in- 
solvencies and, of even greater import, 
its unemployment. 


Studied Currency Depreciation 

Prior to 1929, as a partner of an in- 
ternational banking house, I spent a 
substantial part of four years in Europe 
negotiating loans approximating fifty 
million dollars. I viewed the results 
of currency depreciation in France, 
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Italy, Scandanavia, Belgium and the 
Balkans at first hand. At that time I 
was a director of several investment 
trusts with resources totalling nearly 
$45,000,000, on whose boards were 
represented outstanding bankers and 
economists. 

After 1929, as the depression grew 
in intensity, I was unable to find any- 
where among my friends or acquaint- 
ances or in public writings a logical 
explanation of the paradox of want 
and misery in the midst of plenty. 
After fifteen years of association with 
my firm, I resigned in January, 1931, 
and proceeded to South America. I 
spent months studying conditions in 
the leading countries there and later in 
Portugal, Spain and France. I returned 
at the year’s end, satisfied of having a 
clear conviction of the cause and 
remedy for the crisis. In collaboration 
with Earl Harding I presented my con- 
clusions in a pamphlet, “How to Re- 
store Values—The Quick, Safe Way 
Out of the Depression,” published by 
the John Day Company, New York. 
My conclusions practically paralleled 
the findings and recommendations of 
the Committee for the Nation, al- 
though I was not aware of the exist- 
ence of the committee when the manu- 
script was composed. However, I 
rejoiced to find a group organized to 
secure adoption of what seemed to me 
the only quick, sound and just remedy, 
and was delighted to support its activi- 
ties. 


Goods Variable as to Price 


Business is an interchange of goods 
and services, locally, nationally, inter- 
nationally. For this purpose money acts 
as a medium of exchange and as a 
measure of the prices at which items 
interchange. Unless prices are in bal- 
ance with relative values, business is 
not upon a fair basis. Prices for serv- 
ices, as evidenced by taxes, debts, in- 
terest, freight rates, insurance pre- 
miums, utility rates, and the like, are 
usually fixed by contract or government 
agency. Goods, on the other hand, 
and especially commodities, are vari- 
able as to price, and their price changes 
are occasioned by a change in supply 
of and demand for commodities or a 
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change in the supply of and demand 
for gold. 

Now, basic commodities experienced 
a catastrophic decline in prices between 
1929 and 1933. The producers of 
these commodities, faced with the ne- 
cessity of meeting fixed charges, which 
did not decline, were therefore unable 
to continue buying goods in normal 
volume. As a result, business declined 
and the depression was on. 

What caused this catastrophic de- 
cline? The general collapse of basic 
commodity prices throughout the world 
leads to the assumption that they were 
not all simultaneously over-produced, 
and statistics of world production for 
the years 1927 to 1932, inclusive, cor- 
roborate this assumption. Production 
generally declined. Decreased demand 
arising from lower income resulted 
in under-consumption. Consequently, 
large stocks accumulated, but they were 
the result and not the cause of the col- 
lapse in prices. 


What Really Caused Depression 


The once popular theory of over- 
production is still with us, but the 
number defending this point of view 
is rapidly diminishing. Since 1929 
there has been no general over-produc- 
tion of commodities in the United 
States and the world. The United 
States and the world are, in reality, ex- 
periencing malnutrition due to under- 
consumption of commodities. The 
price decline, therefore, must be as- 
cribed to a change in the value of 
gold; specifically, to an increase in the 
purchasing power of gold. This is the 
controlling fundamental fact which 
caused the depression. 

So long as a nation uses a fixed 
quantity of a particular commodity as 
a base for issuing currency, the value 
of that commodity in relation to other 
commodities determines the price level. 
The value of silver and the number of 
units of currency issued against it fixes 
the price level in Mexico. The value 
of gold and the number of units of 
currency issued against it fixes the price 
level in the United States. 

Now, gold, like every other com- 
modity, changes in value with supply 
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and demand and by value I mean the 
amount of commodities for which a 
fixed quantity of gold can be ex- 
changed. On the other hand, the price 
of gold never varies so long as a nation 
exchanges the same number of units 
of currency for the same quantity of 
gold. 


Each Nation Fixes Own Price for Gold 


Note the distinction between price 
and value of gold. Failure to perceive 
this distinction has been mainly respon- 
sible for the painfully muddled think- 
ing on this subject. For example, there 
is no world price for gold, but there 
is a world value. Each nation fixes its 
own price. For nearly one hundred 
years the price here was $20.67 per 
ounce. Now it is $35 per ounce. In 
England, until September 16, 1931, it 
was 84.9 shillings; since then it has 
been repriced almost daily between 125 
and 140 shillings per ounce. In France, 
before the war, it was priced at about 
107 francs per ounce. Since stabiliza- 
tion the price has been about 527 
francs per ounce. 

It is the plain duty of every nation 
to so price gold as to maintain stable 
price levels within its own borders. 
The price placed on gold by each na- 
tion ultimately determines the value of 
its currency in terms of other curren- 
cies; or, in other words, determines the 
exchange rate of its currency. There- 
fore, no agreements for exchange stabi- 
lization are at all necessary. 

Prior to our repricing of gold, 527 
francs exchanged for $20.67 ; now they 
exchange for $35 because they repre- 
sent respectively an ounce of gold. 
Then the franc was worth 4c; now it 
is worth 614¢. 

The repricing of gold, however, by 
a nation, has relatively little effect on 
the value of gold except as it may stim- 
ulate or retard production. In March, 
1933, cotton was quoted at 6c per 
pound; gold was at $20.67 per ounce; 
and 6 cents represented approximately 
1.4 grains of gold. In November, 
1933, cotton was quoted at 10c per 
pound ; gold was at $34 an ounce, and 
10 cents still represented approxi- 
mately 1.4 grains of gold. The gold 
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price was the same in every market of 
the world, shipping costs and tariffs 
excluded. After nine months it hap- 
pened that the gold price of cotton 
was the same, but the dollar price had 
advanced from 6 cents to 10 cents pari 
passu with the increased price of gold. 


No Nation Can Control Value of Gold 
Note, however, that I say “it hap- 
pened” that the world gold price was 
the same in November, 1933, as in 
March, 1933. It could have been 
higher or lower. That is determined 
by the value of cotton in terms of gold, 
ultimately by the world supply of and 
demand for cotton in relation to the 
world supply of and demand for gold. 
No nation can control this relationship, 
and therefore no nation can control the 
value or purchasing power of gold. 

Now with the world gold price for 
cotton the same in November as in 
March, it is clear that the dollar price 
per pound depended on the label our 
government chose to put on 1.4 grains 
of gold. We labelled the 1.4 grains 
of gold “10 cents”; we could have 
labelled them any other figure we de- 
sired without changing their world 
value, and thus have had a correspond- 
ing dollar price per pound of cotton. 

This is the crux of the government’s 
monetary program, viz., to raise dollar 
prices by repricing gold. To under- 
stand the full import of the program 
it is vital to observe that if the gold 
price of cotton (that is, the quantity 
of gold required to buy a pound of 
cotton) had changed by November, the 
dollar price would have been more or 
less than 10 cents as the case might 
have been. This is why it is impossi- 
ble to fix a definite dollar price for 
gold and expect it to achieve and main- 
tain the desired price levels. 

It is also essential to note that chang- 
ing the dollar price label on gold 
promptly changes the dollar price of 
all basic export commodities by a 
corresponding amount. This follows 


because these products have a world 
market price expressed in gold. Com- 
modities having local markets, also 
semi-processed and manufactured goods 
and service charges, do not immediately 
respond for obvious reasons. Later, these 
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also align themselves into price equilib- 
rium with basic commodities. 

For illustration, an index for thirty 
basic commodities in the United States 
and the United States Bureau of Labor 
Statistics All-Commodity Index were 
identical for the years 1891, 1913 and 
1926. Last February (1933) the index of 
these thirty basic commodities was at 66, 
whereas the All-Commodity Index stood 
at 87 per cent of pre-war level. This 
All-Commodity Index contains 784 
items and comprises hundreds of semi- 
processed and manufactured goods. 


Price Balance Reestablished 


We experienced the deflation of the 
past four years because prices were re- 
aligning themselves with basic com- 
modities, which had experienced an 
unprecedented decline of 54 per cent 
in 41 months. Business could not have 
resumed until price balance was re- 
established. 

It is of controlling significance that 
the basic commodity index and the All- 
Commodity or Labor Bureau Index 
were in equilibrium in 1926. This ex- 
plains why the Bureau of Labor Index 
numbers are expressed in percentages 
of the 1926 price level as 100 and why 
the government's objective is the resto- 
ration of the 1926 price level. It is 
axiomatic that this level must be re- 
established if the fixed charges of gov- 
ernment, industry and individuals are 
to be fully met. To the degree by 
which we fail to return to this level, 
deflation must continue, lessened some- 
what, of course, by the deflation which 
has already taken place. Business can- 
not fully resume, however, until the 
price equilibrium is restored. 

As the key to the problem is the 
price level of basic commodities, we 
must chart their course to determine 
how much further we need to go to 
arrive at our destination of a balanced 
price level. In order to obtain an ac- 
ceptable index number of basic com- 
modities, an index number was pre- 
pared similar to the Sauerbeck-Statist 
Index of Great Britain, except that the 
weight given to flax fibre in the Eng- 
lish Index was added to cotton in the 
United States, and cottonseed oil was 
substituted for palm oil. In 1926 the 





English stood at 148 and the American 
Index at 146 per cent of the pre-war 
or 1913 level. The English Index and 
United States Index were identical for 
the years 1928 and 1930. After Eng- 
land repriced gold in 1931 her price 
level was fairly stable, but the rapid 
decline continued in the United States. 
In February, 1933, the English Index 
stood at 91 and the United States In- 
dex at 69; in July, 1933, due to our 
repricing of gold by approximately the 
same ratio as England, both index 
numbers were at 96 and have since 
continued approximately alike. 


Index in Gold and in Dollars 


Of tremendous significance is the 
comparison of the United States Index 
for these basic commodities in gold 
and in dollars since we suspended 
specie payments externally on April 
19, 1933, and in effect repriced gold 
higher. By months the index numbers 
compare as follows, the first number 
being the gold index, the second the 
dollar index: March—70, 70 (that is, 
70 per cent of the 1913 price index, 
or approximately one-half of the 1926 
index, which was 146); April—70, 
73; May—69, 81; June—72, 88; 
July—69, 96; August—69, 94; Sep- 
tember—63, 94; October—63, 93. 

For the month of October, 1933, the 
price of gold averaged approximately 
47 per cent above the mint price of 
$20.67 per ounce. Forty-seven per 
cent of 63 is 29.6, which added to 63 
gives a dollar index of 92.6 for these 
basic commodities. They actually aver- 
aged 93. This is the answer to the charge 
that the gold policy has not worked. 
If gold prices had remained at 70 where 
they were in March, 1933, instead of 
falling to 63, the dollar index of these 
commodities would have been 103, with 
an effect on business recovery which 
would have been tremendous. 

I have traced the course we have 
followed; to chart it for the future is 
clear. The increasing dollar price tags 
which the administration put on gold 
were put on too slowly and they were 
not in line with gold’s real value. 
Thirty-five dollars an ounce, today’s 
price, is still below the real value of 
gold. These basic commodities in 














October bought 63 per cent as much 
gold as they did in 1913 and only 44 
per cent as much as in 1926. Average 
world gold prices of basic commodities 
have not yet shown an upward trend. 
Unless they do, or unless gold is priced 
higher in order to bring the dollar 
price of commodities in line with fixed 
charges, the end of the deflation is 
not yet and business will not recover 
to the maximum. 


Why Gold’s Value Increased 
Just a word as to the causes of the 
increased value of gold. While each 
one can spin his own theories, and 
while recognition of the fact is more 
important than the cause, I believe the 
main causes are: 
1. The increased demand for gold fol- 
lowing the return of one country 


after another to the gold standard 
in the middle and late twenties. 

2. The increased demand following our 
cessation of foreign lending during 
and after 1928, when our debtor 
nations were suddenly thrown back 
solely upon their own economy to 
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obtain dollars (gold) with which to 
service these loans. Unable to do so 
they began exporting their metallic 
monetary reserves until one after the 
other was forced off the gold standard. 


. Inadequate production. It is a fun- 


damental law of prices that if the 
world’s monetary stock of gold in- 
creases faster than production of 
other commodities, prices rise. If it 
lags behind, prices fall. For seventy- 
five years this ratio controlled the 
trend of commodity prices and was 
responsible for alternating periods of 
prosperity and depression. It has 
been shown that for seventy years 
before the war any period in which 
gold production did not equal 5.6 
per cent of monetary stocks was fol- 
lowed by a period of declining com- 
modity prices. Such production was 
sufficient to provide gold for indus- 
trial uses and to increase monetary 
stocks rapidly enough to maintain 
approximately stable prices. The 
present monetary stocks are about 
600,000,000 ounces. Five and six- 
tenths per cent of this amount would 
be 33,600,000 ounces. In spite of the 
intense search for gold stimulated by 
the high price and the high value of 
gold, the output for 1933 will prob- 
ably not exceed 23,600,000 ounces. 








Institute Seeks Facts Concerning 


Burdensome Questionnatres, Reports 


| ipreneeae reports that come to The Controllers Institute of 
America from its members, concerning the numerous requests re- 
ceived by them from government agencies, for reports, financial, statis- 
tical and otherwise; and to fill out questionnaires, indicate that the 
work involved in complying with these requests is becoming burden- 
some and really amounts to an additional tax on business. 

The Controllers Institute of America purposes to assemble as much 
information on this subject as possible, to be laid before the proper 
authorities, both federal and state, in an effort to prevent duplication 
and to ease the burden. 

Controllers are asked to let the Institute know some of their experi- 
ences in this matter, in the form of letters indicating how many more 
such questionnaires and reports have been exacted of late than in prior 
years, and giving some idea of the increase in the financial burden laid 
on business by these requests. 

It is conceded that many of the reports required are unnecessary, 
and that they are valueless when completed, because of the time re- 
quired to compile them. Suggestions as to how this condition may be 
remedied will be welcomed. The letters may be published, if permis- 
sion is given, either with or without the name of the writer or his com- 


pany. 
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The administration’s monetary pro- 
gram has unnecessarily alarmed a large 
part of our population who failed to 
understand it and has evoked appre- 
hension, opposition and bitter criticism 
among many political, intellectual and 
business leaders, bankers and investors. 
In almost every case the critic’s state- 
ments have clearly indicated that he 
was either unfamiliar with the facts or 
had never thought the subject through. 
The main allegations against it have 
been: 


1. It would lead to uncontrolled infla- 
tion and eventual bankruptcy of the 
nation, 

2. It would ruin the credit of the gov- 
ernment. 


3. It would fail to raise prices, and 
because it tampered with the cur- 
rency it would undermine confidence 
in the stability of our present mone- 
tary system and prevent recovery. 


4. It would invoke competitive inter- 
national currency depreciation and 
thus lead to disaster. 


5. It would produce such price uncer- 
tainties as to paralyze business. 


6. It as immoral because the govern- 
ment violated its contracts with the 
holders of its bonds and currency. 


Those who are concerned about the 
breach of contract have evidently for- 
gotten that all contracts in the United 
States are made subject to the provi- 
sions of the Federal Constitution and 
that the Constitution expressly confers 
on the Congress the right and obliga- 
tion “to coin money and regulate the 
value thereof.” 


Congress Fails in Duty 

For one hundred years the Congress 
has failed to discharge its duty to regu- 
late the value of money. It fixed the 
metallic weight of money and thought 
it had regulated its value because it 
confused value with price and believed 
the fallacy that gold was fixed as to 
value. 

With respect to the remaining alle- 
gations, they have all been summarily 
disproved by the record and experience 
of more than thirty nations now off 
gold and by our own experiences since 
that memorable day, the 19th of April, 
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1933, which ushered in a complete 
change in the whole aspect of our eco- 
nomic life. 


Government Credit Not Impaired 


The opinion that currency devalua- 
tion impairs government credit has re- 
cently been shown to be completely 
unfounded by a study completed by 
my organization, Brookmire, Inc., of 
New York. This study takes in the 
results of such action in six typical 
major countries of the world and in- 
cludes for comparison the United 
States. In each instance, the internal 
price trend of gold and of government 
bond prices has been charted in paral- 
lel for the past four years. The com- 
parison is most significant, in that 
without exception it indicates that re- 
spective government credits, as gauged 
by the market for their bonds, were not 
adversely affected. The study further 
shows that notwithstanding tremen- 
dously adverse economic conditions, 
prices of government bonds in four of 
the five countries have shown an up- 
ward trend since the gold standard was 
abandoned, and in the fifth prices have 
recently risen to par. 

Those who have investigated the 
records of the nations which have re- 
priced gold in terms of their own cur- 
rencies agree that such a policy does 
not lead to uncontrolled inflation and 


1. That reflection of commodity prices 
to the average level prevailing when 
the bulk of fixed charges, such as 
taxes, debt burdens, transportation, 
utility rates, and the like, was cre- 
ated, immediately helps more people 
than it harms and ultimately helps 
most of those whom it has tem- 
porarily harmed. 

2. That such reflation gives buying 
power to millions of producers of 
staple commodities, who do not 
work for wages, by increasing the 
price level of what they produce, so 
that they can again meet fixed 
charges and buy the products of 
industry. 

3. That the dollar values of equities 
(stocks, real estate) and of bonds 
selling at substantial discounts are 
increased as the earnings of corpora- 
tions and tax collections of munici- 
palities improve. High grade bonds 
selling near par continue to be 
worth what their relative investment 
position justifies. 
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4. That reflation through increasing the 
price of gold reduces moderately 
the purchasing power of the wages 
of those fortunate enough to be re- 
ceiving wages upon its inauguration, 
but through greatly increased busi- 
ness activity, it prepares the way for 
increasing those wages and for the 
much more important phase of giv- 
ing work to the millions of unfortu- 
nates who, through unemployment, 
were receiving no wages whatsoever. 

5. That it helps all those whose living 
is dependent on the average hold- 
ings of securities and real estate, due 
to a cessation of widespread bank- 
ruptcy with its resultant defaults on 
bonds, mortgages, passing of divi- 
dends, and general default on debtor 
obligations. 

6. That it preserves in whole or in part 
the life-long savings of depositors in 
savings banks and holders and bene- 
ficiaries of all insurance policies, 
especially life insurance policies, 
owing to a cessation in defaults on 
the part of those debtors in whose 
obligations such fiscal institutions 
have invested their depositors’ or 
policy holders’ funds. 


7. That for the same reasons it pre- 
serves the resources of colleges, uni- 
versities, hospitals, charities and 
other indispensable institutions whose 
service to the public depends on 
fixed incomes. 


The adoption of a program of re- 
flation by suspension of gold payments 
and the repricing of gold upward by 
the government, thereby reducing the 
actual gold value of the dollar, has 
these results: 


Results of Reflation 

Prices of staple commodities ad- 
vance. Individual wages lag behind 
rising commodity prices, but the aggre- 
gate wage paid through the re-hiring 
.ef unemployed workers is greatly in- 
creased. Employment rises and indus- 
try finds increased activity. Purchas- 
ing power of the dollar to meet fixed 
charges (taxes, interest, and the like), 
is not reduced. General living expenses 
are not materially increased. The dan- 
ger of widespread bankruptcy of the 
nation’s business is removed. Citizens 
of the country find their lot materially 
improved. 


What Remains To Be Done? 
The chronology of events in our 
monetary policy has been: 


March 5, 1933—Gold specie payments sus- 
pended internally. 
April 19 —Gold specie payments sus- 
pended externally. 
—The. farm and _ inflation 
bill passed the Senate. 


April 28 


May 2 —The President embargoed 
the export of gold to meet 
interest payments on 
United States obligations 
held abroad. 

—The House voted to sus- 
pend the gold clause in 
all contracts. 


May 29 


—Refusal to stabilize the 
dollar until prices had 
risen further. 


June 20 


July 3 —The President announced 
a general policy for per- 
manent stabilization of 
prices. 

—The President announced 
the gold pricing program 
of the Administration. 


October 22 


January 1934 —The President is author- 
ized to fix the upper limit 
of permissible revaluation 
at 60% or $34.45 per fine 
ounce of gold. The 
Thomas Amendment had 
already fixed the lower 
limit at 50% or $41.34 
per fine ounce. 


Need Supreme Monetary Authority 


As a matter of principle and in con- 
formity with the fundamental spirit of 
our political institutions, the emer- 
gency powers now vested in President 
Roosevelt to regulate the value of 
money should be lodged in an institu- 
tion responsible to Congress and re- 
moved from political and private in- 
fluence. The paramount need of the 
nation is the establishment of a su- 
preme monetary authority charged with 
the responsibility and vested with ade- 
quate powers to restore the price level 
and maintain it. 

If the gold standard is to have a 
chance for survival it must form the 
base for a scientific money—that is, a 
money with a constant buying power 
for all commodities rather than a fixed 
weight of one commodity. Our whole 
tax, credit and service price structure 
rests on commodity prices. If this 
structure is to be kept sound for the 
creditor and the debtor, it is commodity 
prices that need to be kept stable, not 


the weight of gold for which a dollar 




















will exchange. By changing the price 
of gold, this or any other nation can 
establish and maintain any desired in- 
ternal price level. 

The economic liberty of our people 
must be safeguarded just as 150 years 
ago in this City of Philadelphia we for- 
mulated a Constitution to establish and 
make secure political and civil liberty. 
These are the objectives of a bill which 
provides for a Federal Monetary Au- 
thority and which was recently intro- 
duced in the House by Congressman 
T. Alan Goldsborough of Maryland 
and also by Chairman Steagall of the 
House Committee on Banking and Cur- 
rency. I testified before the House 
Subcommittee on Banking and Cur- 
rency last week and had the pleasure 
of reviewing all the important provi- 
sions of the bill. A few fundamental 
changes are required in it, however, if 
it is to meet its primary objective. The 
Federal Monetary Authority must be 
given unrestricted power to fix the 
price of gold and the gold equivalent 
of the dollar. Without this ultimate 
power the attainment of a stable price 
level is not assured, inasmuch as the 
ordinary levers of control fail if the 
fundamental cause of instability is a 
change in the purchasing power of 
gold itself. This has been the case in 
the present depression and this is why 
changing the dollar price of gold has 
been the one fundamentally effective 
lever in advancing the price level. 
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The ordinary levers of monetary con- 
trol over the price level are the re- 
discount rate, the open market opera- 
tions of the Federal Reserve Bank, and 
the volume of currency in relation to 
the metallic base. I recommended that 
to these levers should be added control 
over the required ratio of bank re- 
serves, and control over margin require- 
ments on collateral loans. 

In actual practice, all these levers 
would be applied to maintain or re- 
store price equilibrium before resort- 
ing to a change in the price of gold; 
or, in other words, a change in gold 
content. 


Charter of Independence 

World experience with currency 
management in the last few years, as 
well as our Own experience in recent 
months, has demonstrated the sound- 
ness and practicability of the main pro- 
visions of the bill. The principles 
underlying the proposal have emerged 
from the bitter experiences of the past 
four years, during which the instability 
of the purchasing power of the dollar 
brought ruin to millions of our citi- 
zens. This must not happen again in 
a country with adequate resources and 
an intelligent, thrifty people willing 
to work. This bill should constitute a 
charter of financial independence and, 
therefore, would be the most important 
enactment on this continent since the 
Declaration of Independence. 


How One Oil Company Lays 
Out Controller’s Division 


By courtesy of Russell M. Riggins, 
controller of the Phillips Petroleum 
Company, of Bartlesville, Oklahoma, 
there is presented here the organization 
chart of the controller's division of that 
company, together with Mr. Riggins’s 
comments on it. The set-up, and division 
of responsibility and work, are of ex- 
ceptional interest. Mr. Riggins com- 
ments: 

“The organization chart breaks 
down the divisions into sections, and 
the sections into units. 


“The sections listed under the Con- 
trol Division’ are self-explanatory, al- 
though I might state that the Valuation 
Section thereof includes a staff of engi- 
neers whose duties include the estima- 
tion and continual revision of esti- 
mates of underground oil and gas 
reserves upon which depletion is com- 
puted. 

“As to the Accounting Division, 
these sections are all applicable to the 
various operating departments of the 
company, although some of them cover 
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more than one operating department, 
especially the Transportation Section. 
This section handles all forms of trans- 
portation accounting, except motor 
transportation and airport and airplane 
operations, and includes pipe lines 
(both crude oil and gasoline), gas pipe 
lines and utilities, tank cars, truck 
trains, and the like. The majority of 
the accounting in this section is under 
the supervision of the Interstate Com- 
merce Commission, State Utility and 


“Common Carrier Commissions. 


“The Philgas Section represents the 
marketing of so-called bottled gas to 
cover the operations of the Philgas 
Company. The headquarters of that 
company are in Detroit, Michigan, and 
there are some seventeen branch offices 
along the Atlantic seaboard and west as 
far as Michigan, although all account- 
ing is finally completed in the Bartles- 
ville office, supervised by this section. 

“The Marketing Section covers all 
the marketing operations other than 
Philgas, and likewise controls the ac- 
counting in eleven division sales offices 
scattered throughout twenty of the cen- 
tral states, although the final account- 
ing is completed in this section of this 
office. 

“The General and Service Section 
covers miscellaneous and sundry oper- 
ations, such as motor transportation, 
commissaries, camps, warehouses, ice 
and electric plants, machine shops, wa- 
ter stations, company airport and air- 
plane operations. 

“The organization of this depart- 
ment gives no effect to corporations; 
that is, where we may operate fifteen 
to twenty subsidiaries, the organization 
of the Comptroller's Department is not 
drawn on corporation lines, but is 
drawn entirely upon lines of operation. 
For example, one corporation might 
have operations similar to another 
corporation and operate in different 
parts of the country, although the ac- 
counting for each operation is thrown 
in the section of the Accounting Divi- 
sion which pertains to its individual 
operation. This affords the employees 
in each section the opportunity of spe- 
cializing on their respective operations, 
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Organization of Controller's Division of Oil Company 


and all books and records pertaining 
to any one operation are maintained in 
the section pertaining thereto. There 
is a chief clerk in charge of each sec- 
tion, although some companies might 
designate such employees as auditors. 
“It will be noted that we do not 
have a Receipts Division or a Disburse- 


ments Division, in view of the fact 
that all receipts and disbursements per- 
taining to any one operation are han- 
dled in the section applicable thereto. 
This does away with the form of or- 
ganization which has an auditor of re- 
ceipts and an auditor of disburse- 
ments.” 


Accounting Treatment of Stated 
Capital Claims Attention 


The subject of stated capital of cor- 
porations is more and more claiming 
the attention of controllers, as well as 
of public accountants and attorneys. 
The articles on this subject, recently 
published in these columns, from the 
pen of Mr. Fletcher Lewis, a promi- 
nent corporation lawyer of Chicago, 
have been widely and favorably com- 
mented on. It is evident that there is 
a growing interest in this subject, out 
of which may come a new procedure 
on the part of financial executives and 
controllers. 

An article by George S. Hills, en- 
titled “Stated Capital and Treasury 
Shares,” appeared in the March, 1934, 
issue of The Journal of Accountancy. 
Mr. A. S. Van Benthuysen, LL.B., 


who has reviewed a number of books 
and articles for The Controller, writes 
these comments on the article by Mr. 
Hills: 

“This article is based on the premise 
that it is imperative that lawyers and 
accountants recognize that there is such 
a thing as the “stated capital’’ of a cor- 
poration, a stated capital imposed by 
statute and protected by the courts. 
Examination of published balance 
sheets reveals the fact that the prac- 
tices followed are often in conflict with 
legal requisites. The author puts the 
blame for this upon those who formu- 
late and control accounting methods 
and draws the conclusion that few 
lawyers or accountants understand the 
true character of the stated capital of 


a corporation. Also, there having 
been little litigation or controversy, its 
existence has not been appreciated by 
most lawyers and disregarded as im- 
practicable by most accountants. 


Law Violated Frequently 

“The author’s point is that stated 
capital is an essential part of every 
balance sheet and indispensable for 
certain purposes and that the extent to 
which the law regarding stated capital 
has been violated is appalling. Im- 
proper as are the accepted practices, 
they are endorsed by legal and account- 
ing writers, and students are taught 
that they are proper and acceptable. 
Exception is taken to the Federal Re- 
serve Board’s acceptance of the com- 
mon practice in its Verification of Fi- 
nancial Statements and to the fact that 
while the Committee on Cooperation 
with Stock Exchanges of the American 
Institute of Accountants did not give 
unqualified endorsement to the prac- 
tices, nevertheless its recommendations 
were such as to put it in the position 
of not condemning the practices to 
which the author alludes. 

“There are pointed out a number of 
instances in which published balance 
sheets reflect a conflict between ac- 
counting practices and legal require- 
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ments. Unfortunately the 
state corporation law is badly written 
and disregards accounting features and 
the subject of stated capital, as a rule, 
has received more haphazard than in- 
telligent treatment. The author flatly 
opposes the practice of carrying treas- 
ury stock as an asset, claiming that it 
has no more value than ordinary un- 
issued shares, which is nil. 

“The whole purpose of the article 
is to call attention to the fact that ac- 
counting methods applicable to stock 
must be in strict conformity with the 
laws of the state of incorporation. 
State laws differ and in consequence 
what is proper in the case of one cor- 
poration is not necessarily proper in 
the case of another. As accountants, 
as well as lawyers, must respect the 
law, it is essential that they be conver- 
sant with the laws of the state in which 
a corporation is organized if they are 
to be deemed competent to prepare or 
certify a balance sheet or determine the 
substance or form of a capital stock 
account. 

“Throughout, the author displays a 
comprehensive knowledge of his sub- 
ject and presents a decidedly clear ex- 
position of his views.” 

Mr. C. H. Brook, controller of the 
Goodyear Tire and Rubber Company 
of Akron, makes these comments on 
the articles by Mr. Lewis: 


average 


Legality Versus Business Prudence 


“T have read with interest the article 
entitled “May Operating Losses Be 
Charged Against Paid-in-Surplus’” ap- 
pearing in the March issue of The Con- 
troller. 

“The writer of the article appears 
to differ from accounting opinion on 
the matter of charging operating losses 
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against paid-in-surplus and also com- 
ments on the fact that accountants will 
reduce stated capital by deducting 
treasury shares, although this is gen- 
erally not allowed by modern corpora- 
tion statutes. 

“I think the distinction lies in the 
difference between legality and busi- 
ness prudence. There are undoubtedly 
many things that may be done by cor- 
porations which are strictly legal and 
yet may not be wise from a business 
standpoint and, therefore, the account- 
ing profession will urge the preparation 
of accounts along certain lines in order 
properly to reflect the’ financial posi- 
tion of companies, although from a le- 
gal standpoint the balance sheet might 
be presented in some other way which 
may not so well reflect the financial 
position. 

“It is possible to show increased 
operating earnings by charging certain 
losses or expenses against paid-in-sur- 
plus. This may not be common prac- 
tice but it is done and perhaps it is 
perfectly legal to do so but the effect of 
it is to show an untrue statement of 
earnings, thereby misleading stock- 
holders and the public generally as to 
the true earnings of the business. 
Paid-in-surplus, however created, 
should not be used to relieve the in- 
come account of the current or future 
years of charges which would other- 
wise fall to be made there against. I 
believe this is a very sound rule to fol- 
low. A good example of this is when 
a concern charges off the difference be- 
tween cost and market value of inven- 
tories in order to show them on the 
basis of cost or market whichever is 
lower but takes the writeoff against 
paid-in-surplus, thus avoiding a charge 
against current earnings; also the 
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charging off of property items against 
paid-in-surplus, thereby reducing de- 
preciation charges in future years. 

“With regard to the comments on 
treasury stock, while generally the cor- 
poration laws require treasury stock to 
be included in stated capital, actually 
such stock is not a real asset. It has no 
more value than the pieces of paper 
representing the stock certificates and is 
in effect a reduction of the outstanding 
capital stock and, therefore, should be 
shown as a reduction of the outstand- 
ing stock on the company’s balance 
sheet. 

“In conclusion, the real difference 
between the legal viewpoint and the 
accountant’s viewpoint may be summed 
up as expressed above—in the differ- 
ence between the letter of the law and 
business prudence in expressing finan- 
cial statements. Financial statements 
should be prepared to show the true 
financial condition of companies in 
such a way that the important facts are 
brought to light and pertinent infor- 
mation made readily available to per- 
sons who are using them for invest- 
ment, credit or other purposes.” 


To the Editor: 


Please let me add my compliments to 
yourself and the Institute for the very 
interesting magazines which are now com- 
ing to the members. The second copy 
just arrived and I have read with a great 
deal of interest the articles that appear. 

There is a big field for a magazine of 
this character and it gives the members 
an opportunity of exchanging ideas that 
will be of immense value to all of them. 

I cannot help but believe that this 
magazine has come to life:at a time just 
when it is most needed and I am satis- 
fied that its future is assured under the 
very able editorship it is now enjoying. 
I am sure that each issue will grow bigger 
and better. 


J. Hottoway TARRY 
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REVIEWS of Current Business Publications 


ADVANCED ACCOUNTING. By Roy 
B. Kester, Ph.D. The Ronald’ Press Com- 
pany, New York. Third Revised Edition, 
1933. 846 pp. $4.50. This most timely 
volume on advanced accounting is of out- 
standing practical importance in relation to 
the problems of the internal accounting and 
control of American business organizations. 
Written by a recognized authority on ac- 
counting, this work sets forth with remark- 
able clarity and scope the advanced prac- 
tice of corporate accounting, dealing not 
only with single companies, but with groups 
of companies that are affiliated. Its man- 
ner of presentation is such that the con- 
troller will find it readily available for use 
in his daily work. 

Although including sections on branch 
accounting and liquidation and estate ac- 
counting, it deals primarily with the cor- 
porate balance sheet and operating state- 
ment. In considering these statements it 
treats in great detail and with a most un- 
canny insight of the manifold problems of 
physical content, form, and the application 
of the most advanced principles of valuation, 
from the standpoint of a going concern. 

The comprehensive scope of the volume 
is seen in its division into nine major sec- 
tions, including: the basic statements; cur- 
rent assets; investments, fixed assets, and de- 
preciation; liabilities—current and fixed; 
capital and surplus; branch accounting; con- 
solidated statements; interpretation of the 
balance sheet; and liquidation and estate ac- 
counting. 

The section on the basic statements deals, 
generally, with the physical content and the 
form of the balance sheet and principles of 
valuation, as well as with the statement of 
profit and loss. 

“Capital and Surplus” deals with the na- 
ture and valuation of capital stock, ac- 
counting for capital stock, profit and_ its 
problems, surplus and reserves, plant ap- 
preciation, plant devaluation, sinking and 
other funds, and dividends. 

“Consolidated Statements’ deals with 
combinations and consolidations, the con- 
solidated balance sheet on date of acquisi- 
tion; and the consolidated balance sheet, 
profit and loss statement, and surplus state- 
ment, after operation. 

“Interpretation of the Balance Sheet” 
deals with the basis of interpretation and 
with the methods and measures for judg- 
ing solvency, soundness and progress. 

After a detailed study of this volume 
vour reviewer is convinced that Dr. Kester 
has produced a monumental contribution to 
the science of accounting and a work that is 
intensely practical for application to the 
accounting control of American business. 

It not only brings advanced accounting 
up to date—for example, treating suc) 
subjects as the accounting significance of 
revaluations and of shifting price levels— 
but it points the trend of the future de- 
velopment of the science as applied to our 
rapidly changing times. Its basic philoso- 
phy presents a sound technique in account- 
ing, finance and management, as well as a 
general code of ethics that demands the 


proper consideration of the parties inter- 
ested in the financial condition and prog- 
ress of American business units, namely: 
managers, stockholders, short and long-term 
creditors, investors and prospective investors, 
governmental bodies and the public. 

It is predicted that this work, which takes 
its rightful place as one of the great land- 
marks in accounting literature, will con- 
tinue to exert a powerful and constructive 
influence on the science of accounting for 
many years to come. 


ERNEST L. OSBORNE 


TOMORROW'S MONEY. By Frank A. 
Vanderlip. Reynal & Hitchcock, New York. 
228 pp. $2. Dealing with the most urgent 
of our present national problems, this 
important volume presents for the first 
time in a unified manner the author’s own 
program for financial reform. Mr. Van- 
derlip’s long experience as a banker, his 
reputation for clear thinking and sound 
judgment, coupled with his comprehen- 
sive knowledge of financial matters, amply 
qualify him to write authoritatively on 
topics of this character. 

Referring to the financial and economic 
chaos which the United States has been 
experiencing, the statement is made that 
there has been a dearth of effective lead- 
ership among either practical business 
men or academic professors of political 
economy. Emphasis is laid on the fact 
that we undertook the impossible in the 
way of giving gold liquidity to wealth. 
This naturally calls for a clear exposi- 
tion of what the gold standard was. It 
is given in a thoroughly clear and under- 
standable manner, followed by equally 
lucid explanations of how it worked and 
why it stopped working. With this 
groundwork covered, the author passes on 
to the real objects of his discussion. 

The author believes that in a matter 
so important as the monetary standard it 
is impossible to adhere strictly to the 
point of view of the theoretical economist. 
In a democracy there must be taken into 
consideration political factors, public 
prejudices and traditional ideas. We must 
defer to the state of the general level of 
public understanding. If all instinct for 
thrift and careful provision for the future 
is not to be destroyed, it is necessary that 
the long-range value of the dollar should 
not change substantially from the present 
value. If the gold standard is to be re- 
vived, we must reform our ideas regard- 
ing the convertibility of paper money into 
gold, for this has been the point where 
the fetish of gold liquidity has done some 
of its most striking damage. 

Practical cures for the condition in 
which the country finds itself today are 
outlined and the underlying thoughts 
clearly expounded. These are followed 
by a chapter dwelling on the old banking 
situation. There is recommended the sep- 
aration of investment banking from de- 
mand deposits and commercial banking, 
also, the distinct segregation of savings 


accounts and the entire business of han- 
dling real estate mortgages. Plans for 
untangling the financial mess in which 
we find ourselves today are carefully out- 
lined. Considerable attention is paid to the 
banking and investment fields and proper 
protection for depositors and investors. 

Mr. Vanderlip’s statements are clean- 
cut, direct and to the point with no at- 
tempt to evade the points at issue. Cer- 
tain parts of the book present distinctly 
novel thoughts, portions might even be 
termed radical, depending upon the read- 
er’s degree of conservatism. There can be 
no denial of the fact that we have en- 
countered an abnormal period in our his- 
tory, one that has affected every man, 
woman and child in the country. If we 
are finally to emerge from the slough into 
which we have been plunged, heroic 
measures are imperative and we must real- 
ize the wisdom of profiting from the er- 
rors of the past. 

The author’s observations and sugges- 
tions, based upon close study of money 
and banking over a long period, furnish 
considerable food for serious thought. It 
is a work that carries information and 
recommendations of genuine value to 
every business man, investor and prudent 
individual, all of whom would profit by a 
careful perusal of its contents. 

A. S. VAN BENTHUYSEN, LL.B. 


TESTED COLLECTION LETTERS. By 
Chester H. McCall. Falcon Press, New 
York. 303 pp. $5. This volume is a re- 
freshing departure from the usual work 
on credits and collections in that it is 
intensely practical in its appeal. Most 
books of this character devote consider- 
able space to the discussion of theory, 
psychology and other obvious fundamen- 
tals with which the credit or collection 
executive is already thoroughly conver- 
sant. What he is interested in is the ideas 
and letters of others in the same field, 
particularly those that have proved suc- 
cessful. This is what the author presents 
to his readers. : 

Every letter and form shown has been 
put to the test and proved its value. Jn 
collecting his material not alone has Mr. 
McCall drawn upon his own wide and 
varied experience but he has also enlisted 
the cooperation of a long list of credit 
managers, treasurers and others identified 
with well-known corporations, in many 
lines, throughout the country. Not alone 
this, but for the first time the names of 
the companies using the letters are shown. 

Obviously, it is not the intention of 
the author to infer that the various let- 
ters and collection processes can be used 
by every line of business, in all sections 
of the country, for all classes of accounts 
and under all circumstances. However, 
what is given is extremely interesting and 
to anyone entrusted with the problem of 
collecting accounts the book is well worth 
consideration. 

A. S. VAN BENTHUYSEN, LL.B. 
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LIFE BECOMES MORE ENJOYABLE 
WHEN YOU LIVE AT THE 


HOTEL MONTCLAIR 


Lexington Avenue, 49th to 50th Sts., N. Y. C. 


* *& * Whether you seek color and excitement, or quiet and relaxa- 

tion, they are yours the year around at the Hotel Montclair. 

. . . . Gay dinner and supper parties in the Coral Room— 

or a leisurely dinner in your own rooms... . the “cock- 

tail hour’ for merry greetings—or bridge games for relaxa- 

tion . . . . and always, the privacy, the comfort of your own 

RENTALS FROM apartment, with radio, bath, and shower. Yet living costs 


S220 GORY at the Montclair are surprisingly modest. Investigate! 
$15 WEEKLY, $60 MONTHLY ai . Surf Shy g 





























1933 Year Book 


()ur FIFTY YEARS EXPERIENCE 
CONTROLLERS INSTITUTE JUR FIFTY YEARS EXPERIENCE 
IN DESIGNING AND MANUFACTURING 


OF AMERICA ! CHECKS AND ACCOUNTING SYSTEMS 
INVITES YOUR CONSIDERATION. 


Available to Non-Members at $2.00 a Copy 


Contains Reports of Discussions at An- 
nual Meeting of 1933; Historical Matter 
Concerning Beginnings of Institute; De- 
scription of Current Activities of Insti- 
tute; List of Institute Publications; 
Membership Roll; and Other Interesting 
Features. 





COPIES OF 1932 YEAR BOOK AVAILABLE AT ; 
SAME PRICE | L. H. PHILO CORPORATION 


100 WEST 34TH STREET 
NEW YORK 


BRYANT 9 - 6363 


Valuable Reading for Any Controller 


CONTROLLERS INSTITUTE OF AMERICA 
One East Forty-second Street New York City | ENGRAVERS AND LITHOGRAPHERS 
SINCE 1884 














SORTS EITHER 45 


OR 9O COLUMN 
POWERS PUNCHED CARDS 


‘WE 00 Our raat 


Send for a complimentary copy of “Marshal- 
ling Facts for Management.” It contains information about 
Punched Card Accounting Equipment that should be in 
every accountant’s file. 


POSITIVE 
MECHANICAL 
SELECTION 


The FIRST commercial horizontal (Punched Card) 
Sorting Machine was pioneered and manufactured 
by Powers. 


Today, the same STANDARD POWERS SORTER, 
which has so successfully handled the sorting of 
POWERS 45 COLUMN CARDS . . . “with a flip of 
the finger” . . . mechanically classifies and ar- 
ranges in any desired order POWERS 90 COLUMN 
CARDS. 


These cards, either 45 or 90 Columns, are first 
punched on a Powers Automatic Punch, then 
grouped or sorted at high speed on the Powers 
45/90 mechanically controlled Sorter, and Final 
Managerial Reports are then produced on the 
Powers automatic 45/90 mechanically controlled 
Printing Tabulator. Thus the STANDARD POWERS 
SORTER pictured above plays an important part in 


‘Powers Punched Card Methods. 


POWERS 


(PUNCHED CARD) 


ACCOUNTING MACHINES 
BUFFALO, NEW YORK 


ANOTHER PRODUCT OF REMINGTON RAND 





